2 So         Shifting and Incidence of Taxation

The

reverse of a tax.

can

be proved in the same way that, while a bounty ordinarily
benefits only the producer and brings no advantage to the
consumer, cases may possibly occur where the result of a
bounty will be not only an increase of the profits of the
producer, but also a decrease of the cost to the consumer.
This is the reason why bounties have generally been given ;
namely, to educate the producer to that point where he may
find it profitable to reduce prices. But these instances are
very exceptional, just as was the preceding case of a tax
that cost the producer and the consumer far more than it
yields to the government. Such cases, moreover, cannot be
advanced as arguments in favor of the policy of bounties in
general ; for, ordinarily, the loss occasioned to the taxpayers
who pay in taxes the amount distributed as a bounty more
than outweighs the benefits to the special classes who are

Both buyers and sellers suffer a loss beyond the tax. The sellers
suffer a loss CC"D, the buyers suffer a loss OO'D. If the tax is large, CO will
approach the axis OX. Then the tax will be unproductive, and the excess of loss
to buyers and sellers, CC'JD, will be large.
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Of course, according as the industry obeys the law of constant returns, or of
increasing returns, the supply curve PE will tend to curve differently. Conversely,
according to the elasticity of the demand, the demand curve FN" will tend to be
parallel to EO. Jenkin did not modify his diagram to meet these conditions.
But Professor Marshall has made the changes in his Principles of Economics^
3d ed., pp. 523-525, to which the reader is referred. Marshall, however, applied
his diagrams only to consumers' rent, i.e. to what Jenkin called O O1D. It is
equally applicable to the producers' rent. The whole analysis is outlined by
Cournot in his Principes Mathematiques, pp. 78-82 (English translation, pp.
71-75), and more especially in his Principes de la Thforie des Richesses, pp. 374-
378. But so far as concerns the laws of decreasing and increasing cost, the reader
is reminded of the discussion above, pp. 204-206.